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THE NATIONAL GOVERNMENT AS A HOLDING 

CORPORATION: THE QUESTION OF 

SUBSIDIARY BUDGETS 

NO phenomenon in the field of American politics is of 
greater significance than the increasing scope, magni- 
tude and complexity of the tasks that are being imposed 
upon our national government. It is hardly necessary to state 
that this great increase in both the volume and the variety of 
the duties of that government correspondingly complicates and 
renders more difficult the securing of an efficient administration 
of public affairs. This increase in the burden thrown upon the 
machinery of government manifests itself in all branches of the 
government, but particularly in the administrative and the leg- 
islative. For years past the task of organizing and correlating 
the several services of the national government so as to avoid 
overlapping of jurisdictions and duplication of plant, organiza- 
tion and work, and to insure that all will work as one harmonious 
piece of administrative mechanism, has been one of the most 
serious problems confronting the government. One needs but 
a slight acquaintance with conditions at Washington to know 
that this problem has been by no means solved and that condi- 
tions in this respect are far from satisfactory. Every new 
activity undertaken and every new service established adds to 
the complexity of this problem. Steadily the administrative 
branch of the government is becoming more unwieldy, more 
complicated and more difficult to operate as one piece of inte- 
grated machinery. 

In the legislative branch the effect of this increase in the 
volume and variety of work to be performed is, if possible, even 
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more evident. In the administrative branch additional work 
can be provided for by the extension of existing, and the crea- 
tion of additional, services. In the legislative branch this cannot 
be done ; at least nothing in this way has actually been done. 
The situation is thus presented where Congress is called upon 
to consider and legislate regarding a constantly increasing 
variety of matters. These matters, moreover, no longer relate 
merely to questions of general political policy. For the most 
part they have to do with highly specialized subjects. The task 
confronting Congress is thus one, not merely of determining 
the general policy of the government in respect to the perform- 
ance of its essential functions, but of having to make decisions 
regarding matters which in their variety and scope embrace 
almost all fields of human activity. Furthermore, after the first 
decisions are made, Congress is subsequently under the neces- 
sity, annually, of considering what provision shall be made 
in the way of plant, organization, personnel and financial grants 
for the support and conduct of the machinery that has to be 
set up for the enforcement and execution of the policies decided 
upon. 

There can be no question that Congress is staggering under 
this load. Notwithstanding the fact that during recent years it 
has been in almost continuous session, and that the rules and 
practices of both houses have been progressively modified with 
a view to securing increased dispatch in the conduct of its 
affairs, it is utterly unable to handle with due care and prompt- 
ness even those urgent matters regarding which there is sub- 
stantial agreement that action of some sort should be had. 
Finally, that this situation will grow worse rather than better is 
as certain as anything can be. 

The foregoing represents a condition of affairs that must give 
concern to all persons interested in the cause of efficient gov- 
ernment. It raises squarely the question as to what shall be 
done to meet the problem of administration engendered by it. 
Matters cannot be allowed to drift indefinitely, since, as has 
been pointed out, the situation tends constantly to become one 
of increasing gravity. Some positive action of a radical char- 
acter is required. It is the purpose of this paper to bring for- 
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ward for consideration one form of action which, in the opinion 
of its writer, will meet the problems here presented. 

This action consists in the definite adoption by the govern- 
ment, in making provision for the performance of both its 
legislative and its administrative functions, of the principle, or 
device, of what is known as the holding and subsidiary corpora- 
tions form of organization. It contemplates that Congress shall 
look upon the general government as but a holding corporation 
of which it is the board of directors ; that, as such, it shall not 
seek itself directly to manage all of the affairs of government, 
but shall bring into existence distinct subsidiary corporations to 
direct and administer the affairs of certain of its special services. 
Essentially this means that each such service will be given a 
legal, administrative and financial autonomy. Each will have 
its organic act, or charter, providing for its creation and defining 
its jurisdiction, powers and duties ; its board of directors ; its 
directing staff and subordinate personnel ; its own plant, equip- 
ment and other property which it will possess in its own name ; 
its own revenue and expenditure system ; its distinct account- 
ing and reporting system separate from that of the general gov- 
ernment ; and its own well-defined sphere of activities. Each, 
in a word, will have all the characteristics of a public corporation. 

The legal relationship between these service corporations and 
the general government will be precisely that of municipal cor- 
porations to the commonwealth creating them. In their prac- 
tical operations, however, the status of principal and agent as 
between the general government and the incorporated service 
will be far more strongly emphasized. The general govern- 
ment, as principal, will concern itself with the operations of its 
agent in a way that no state does with the operations of its 
municipal corporations. It will require from its agent the most 
detailed and complete information regarding its operations. It 
will, of course, have the formal approval annually of its work 
program and budget of revenues and expenditures. It will 
stand back of the subsidiary corporation financially in that it 
will profit by any surplus earnings and be responsible for 
any deficit resulting from its operations. It will, in a word, 
occupy, as regards current direction, supervision and control. 
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and direct financial interest in its physical and financial opera- 
tions, precisely the position of the private holding corporation 
towards its subsidiary corporations. 

This proposal does not by any means contemplate that all of 
the administrative services of the government will be given 
such a status. The idea is that only certain ones will be so 
treated. A study of the several services of the government 
shows that the argument in favor of erecting them into distinct 
corporations is much stronger in certain cases than in others. 
In the former category, first for treatment in this way are those 
having an industrial and revenue-producing character. Of such 
the government already possesses a considerable number : the 
Postal Service ; the Panama Canal ; the Alaskan Engineering 
Commission, to which is entrusted the construction and opera- 
tion of a system of railways in Alaska ; the Bureau of War Risk 
Insurance ; and the Shipping Board. Each of these represents 
a distinct activity which has little or no direct relation to the 
general operations of government. Each has all the character- 
istics of an ordinary industrial or commercial enterprise as 
carried on under private auspices. Each has its special plant, 
equipment and personnel, and each has, or should have, its dis- 
tinct budget of revenues and expenditures, and accounting and 
reporting systems. Each, finally, in its operations, presents 
problems of organization and administration which are of a 
purely non-political and technical character. This list, more- 
over, is one to which material additions may be made in the 
future. There is a demand, which is probably steadily growing 
in strength, that the national government take over the owner- 
ship and operation of such public utilities as means of radio 
communication, telegraph and telephones, and the railway 
system of the country. 

Second in order of consideration for their possible erection 
into subsidiary corporations are certain services having for their 
purpose the administration or exploitation of the public domain : 
the General Land Office; the Reclamation Service; the Forest 
Service ; the National Parks Service. Next in order would come 
the great general supply services and manufacturing plants of the 
government : the Government Printing Office ; the Bureau of 
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Printing and Engraving; the Office of Supervising Architect 
of the Treasury ; the General Supply Committee ; the proposed 
Nitrate Plant and possibly the Arsenals and Navy Yards. 
Among other services, the erection of which into subsidiary 
corporations should receive special consideration, particular 
mention should be made of the Bureau of Indian Affairs and 
the Patent Office. 

Having stated the proposition, it remains for us to consider 
the advantages which it is believed will flow from its adop- 
tion, and to meet certain objections which it is to be antici- 
pated will be urged against it. In seeking to do this, the 
consequence resulting from putting this policy into effect should 
be considered from the two standpoints of the holding corpor- 
ation, that is, the general government, and the subsidiary corpor- 
ation, or the service given this special treatment. 

From the first standpoint, the most important result would 
be the immediate relief of Congress from the burden of having 
to concern itself with the great mass of details, many of which 
are of a purely administrative and technical character, under 
which it now labors in seeking itself directly to determine pre- 
cisely how each of these highly specialized services shall be 
organized, manned, equipped and operated. This relief will 
manifest itself especially in respect to the annually recurring 
necessity that Congress is now under of considering in detail 
the appropriations that shall be voted for the support of the 
government. It goes without saying that under existing condi- 
tions, with the great and constantly increasing magnitude and 
variety of work of the government, either a greater and greater 
amount of time and labor must be devoted by the several ap- 
propriation committees to the consideration of service estimates 
and by Congress as a whole to action upon its committees' re- 
commendations, or that this work will be done with constantly 
decreasing care. Under the proposed plan the greater part of 
this burden will be performed by the boards of directors of the 
several subsidiary service corporations. 

It is of the essence of the proposal that each subsidiary cor- 
poration shall have its own distinct budget. This budget will 
be prepared in substantially the same manner that the budget 
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of the general government is, or rather should be, prepared. 
Estimates of financial needs will be prepared by the directing 
administrative staff of the service corporation and submitted to 
the board of directors. The latter will consider these estimates 
and on this basis prepare a budget for submission to Congress. 
The point may here be made that, inasmuch as under this plan 
Congress will still have the obligation of considering and acting 
upon this budget, it will not be relieved of any of the responsi- 
bility and work under which it now rests. This, however, is 
not the case. This budget, in the first place, by the mere fact 
that it relates to the operations of a distinct service wholly de- 
tached from the general financial operations of the government, 
and presents in one document both revenue and expenditure 
statements and a balance sheet, gets before Congress the prob- 
lem of making provision for the service in question in a far 
more effective way, and one in which it can be more easily 
handled, than if it were presented merely as a set of items in a 
general book of estimates. If properly prepared it furnishes a 
complete and systematic showing of past operations, present 
conditions and proposals for the future. This budget, more- 
over, instead of coming to Congress directly as an estimate 
prepared by the persons charged with the administration of the 
service, has first been passed upon and reviewed by a body 
whose duty it is, acting as the agent of Congress, to exercise a 
general supervision and control over the acts of such adminis- 
trative officers. This direct supervision and control, moreover, 
is exercised by a body technically qualified to pass upon the 
needs of the service and in constant direct touch with its oper- 
ations. Normally Congress can accept the judgment of this 
body in respect to details and can thus limit its own participa- 
tion to that of considering the budget in its general aspect and 
as involving matters of general policy or of major importance. 

If all the services having the characteristics which we have 
enumerated as ones warranting their treatment as separate cor- 
porations are treated in this way a double benefit will result. 
In the first place the problem of adopting a financial and work 
program for each will, as we have seen, come before Congress 
as a separate and distinct problem. In the second place the 
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general problem of financing the government will be corre- 
spondingly lessened and simplified. The conviction is con- 
stantly gaining strength that the system of financial administra- 
tion of the national government should not only include, but 
rest squarely upon, a budget, as in all other countries having 
modern political institutions. The attempt to bring together in 
one comprehensive statement, or set of statements, all the re- 
sources and obligations and revenues and expenditures of the 
government, with estimates of the financial requirements for the 
future of all services and all categories of work, so co-ordinated, 
classified and analyzed that they may be given effective consid- 
eration, is an undertaking of great magnitude and difficulty. 
Anything that will tend to lessen or simplify this problem will 
contribute just so much to the working-out of the general problem 
of putting the administration of the financial affairs of the gov- 
ernment generally upon a more satisfactory basis. With special 
budgets for the subsidiary service corporations, the general 
budget will contain but a single entry in respect to each, either 
an entry on the revenue side, if the service produces a net 
surplus available for payment into the general treasury, or one 
on the expenditure side if there is a deficit in operation that has 
to be met from general funds. Through these entries the 
special budgets will be tied into the general budget and their 
influence upon the latter thus properly determined. 

It will be noted that this procedure means that to this extent 
the general budget will be what is known as a net, instead of a 
gross, budget. As regards services of general administration, 
the gross-budget principle is undoubtedly the desirable one. 
The services which it is proposed shall be treated as subsidiary 
corporations are, however, of a different character. In their 
case expenditure normally increases with the steady develop- 
ment of the country or the scope of their operations, and is 
for the most part accompanied by a corresponding increase 
in their revenues. Such increased expenditures do not rep- 
resent an increase in the cost of government proper in the same 
way as do expenditures for the general operations of govern- 
ment. The inclusion in the general budget of their net results 
only, thus causes the latter to give a much fairer statement of the 
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progress of real government revenues and expenditures than if 
their total revenues and expenditures were included, as is the 
case at the present time. 

In considering this matter of the change that would be intro- 
duced in the method now employed in making provision for the 
financial needs of the services, attention should be given to the 
suggestion made by the present writer in another paper, that 
our system of financial administration should make provision 
for the sub-allotment of appropriations to specific purposes 
or subdivisions of a service by executive officials. 1 This 
proposal, in brief, is that Congress make its appropriations under 
general heads and entrust to the executive officials having their 
expenditure the sub-appropriation or allotment of these funds 
to more specific purposes. To insure proper action by these 
officials, and effective control over them, the project carries with 
it the requirement that these officers shall make their allotments 
in as formal a manner as Congress does in making its appropria- 
tions ; that accounts be opened up with each allotment ; and 
that full report be made to Congress of the manner in which 
appropriations are allotted, all transfers effected between allot- 
ment heads, and expenditures under these allotments. The ends 
sought by this proposal are : the relief of Congress from the 
consideration of details of appropriations ; the vesting of the 
fixing of these details in the heads of offices personally 
familiar with the needs of the services and responsible for their 
conduct ; and the making more flexible of the present extremely 
rigid system of appropriation as regards their expenditure; 
while at the same time taking every precaution, through the 
requirements of a formal procedure for the keeping of accounts 
and the rendering of reports, that accountability on the part of 
the allotting and expending officers is ensured and final control 
by Congress preserved unimpaired. Mention is made of this 
proposal, since it is evident that the system of subordinate ser- 
vice corporations would lend itself to its employment. Con- 
gress would have the duty of making appropriations under 

1 "Allotment of Funds by Executive Officials an Essential Feature of any Correct 
Budgetary System." Proceedings of the American Political Science Association, 1912. 
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general heads while the sub-allotment of these appropriations 
would be performed by the boards of directors of the service 
corporations. 

Another important merit of the service-corporation plan of 
organization is that it would promote in a very material way the 
exceedingly desirable end of taking the purely business and 
technical services of the government outside of the domain of 
politics. The mere fact of separating the organization and 
operations of these services from that of the general organiza- 
tion and operations of the government would tend to emphasize 
their non-political character, and make it easier to resist politi- 
cal pressure in respect to both their work and their personnel- 
The experience of the Interstate Commerce Commission demon- 
strates that it is quite possible to bring into existence a subor- 
dinate body having the general character of a service board of 
directors that will eliminate from its action all political consider- 
ations. No small advantage of the proposal is the extent to 
which it would promote or facilitate the course of civil-service 
reform and the principle of putting the business branches of 
government upon a purely business basis. 

Having considered the proposal for the establishment of 
service corporations in its more general aspects, it remains 
for us to consider what would be the effects of this policy 
upon the services themselves. Viewed from this standpoint, 
there can be no serious question that these effects would 
be wholly beneficial. Foremost among these advantages would 
be the extent to which it would tend to erect each service so 
treated into one offering a special career to all of its personnel. 
A prime characteristic of these services is the extent to which 
they call for employees possessing technical, as opposed to 
general clerical and administrative qualifications. If competent 
men are to be found for these positions and retained in them, 
it is imperative that such men shall not only be paid an ade- 
quate compensation, but be afforded an opportunity for ad- 
vancement in their chosen profession. This can be done only 
when the technical personnel of each service is carefully classi- 
fied and a satisfactory promotion system devised and operated. 
It is notorious that, at the present time, neither of these condi- 
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tions is adequately met in the administrative services of the 
national government. The salaries paid to technical employees, 
or at least those of higher rank, are far below those paid to 
corresponding employees in private undertakings. In excep- 
tional cases only are these employees satisfactorily classified, is 
the range of compensation wide enough, or are proper promo- 
tion systems in use. But few services of the government thus 
offer anything like an attractive career to young men of ability, 
technical attainments and ambition. 1 It is not contended that 
these conditions cannot be attained under the present organiza- 
tion of the administrative service. It is maintained, however, 
that the work of meeting these conditions will be greatly facilit- 
ated by the proposal here made that these technical services be 
erected into administrative entities, the immediate control of 
whose affairs will be in a technically qualified board. 

Second, the giving to each of these services a distinct life of 
its own cannot but tend to promote the development of an esprit 
de corps and interest in the service on the part of its personnel 
that is not always now present. All, from the highest officer 
to the lowest employee, will know that any benefits resulting 
from increased economy in the expenditure of funds, from in- 
creased efficiency in the performance of duties, or from securing 
increased revenue, will accrue directly to the service instead of 
to a general organization and treasury in which it has but little 
direct interest. At the present time each service occupies the 
position toward the general treasury of a claimant seeking to 
get all it can and having no direct interest in the sum that it 
turns in. It feels that it is but one of a number of claimants ; 
that any curbing of its demands means only that more remains 
for other services ; that if it seeks to effect such savings as those 
secured by the sale of equipment and supplies no longer needed 
by it, it will in no wise profit since the proceeds will be turned 

'The military and naval services constitute notable exceptions to this statement. 
Among purely civil services the nearest approach to satisfactory conditions in this 
respect is to be found in the corps of examiners in the Patent Office and the medical 
corps in the Bureau of Public Health of the Treasury Department. These exceptions 
but serve to demonstrate the need for similar conditions in respect to the technical 
personnel of all the services of the government. 
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into the general treasury as miscellaneous receipts for which it 
will receive little or no credit. Under the proposed plan all of 
its demands will be demands upon its own funds and all reve- 
nues will accrue to its own treasury. The incentive to increase 
revenue receipts and to keep down expenses, to practise eco- 
nomy, and generally to conduct affairs in an efficient manner, 
cannot but be far greater than it is under existing conditions. 

In respect to the actual work of administration the proposed 
plan will mean that the current direction of affairs will be in the 
hands of a body which cannot fail to be technically better 
qualified for this work than Congress. This will be due, in the 
first instance, to the fact that the members of the corporation's 
board presumably will be selected with special reference to their 
qualifications for their positions. Their competence in this 
respect will steadily increase as they gain familiarity with their 
duties and experience in their exercise. Finally, they will 
have but one distinct class of duties to perform, while members 
of Congress are called upon to act upon matters of a wide range. 

A further fact of importance is that they will exercise their 
duties continuously and with a freedom of action that is im- 
possible for Congress. Congress is in session only part of the 
time. While it is in session, only a small part of its time can 
be devoted to the affairs of any one service. When it does act 
it can do so only through the laborious process of legislation. 
Action once taken can be modified or corrected only after great 
delay and with much difficulty. The board of directors of a 
service corporation is, so to speak, in continuous session. In 
reaching decisions it can avail itself of the knowledge and judg- 
ment of the working staff of the service, to a degree that Con- 
gress finds it difficult to do. Decisions once made can be 
promptly amended or revised as experience dictates. Action 
which often requires months or years to secure from Congress 
can be taken at once. Flexibility will replace the rigidity which 
characterizes the present system of congressional direction of 
details. 

Another most important advantage of the proposed plan is 
that each service so treated will be put in a position where it 
can work out and operate an accounting and reporting system 
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adapted to its special needs. It is an open question whether 
the attempt should be made to apply generally to government 
operations principles of accounting and reporting such as obtain 
in private undertakings. There can be no question, however, that, 
as regards all those government services whose operations are 
of an industrial or commercial character, every effort should be 
made to instal accounting and reporting systems corresponding 
to the most approved principles and procedure of modern 
practice. This means that such systems should provide for 
proprietary as well as operating accounts, the use of balance 
sheets, and, as far as circumstances will permit, systems for the 
determination of costs. The problem of a proper system of 
proprietary accounts and of cost keeping is a special one for 
each service. It is consequently difficult to work out such a 
system for a service unless it has substantial financial autonomy. 
Criticism in respect to the higher cost of government manage- 
ment in comparison with that of private undertakings has to do 
chiefly with those activities of the government which are of an 
industrial or commercial character. It is of the utmost im- 
portance that the government should so keep the accounts of its 
activities of this character that accurate comparison of its costs 
with those of corresponding or analogous work being done 
under private auspices can be established. Without such 
knowledge, it is impossible for Congress and the public to 
determine the efficiency with which these operations are being 
carried on, or to frame policies in respect to the extension or 
curtailment of work and the entering of new fields of activity. 

All that has been said regarding the industrial services of the 
government applies with equal force to the general supply de- 
partments — the Government Printing Office, the Bureau of 
Printing and Engraving, and the General Supply Committee, 
should that body be erected into a fully developed supply ser- 
vice instead of being, as it now is, nothing more than a general 
contracting board. These services raise the interesting ques- 
tion of the relations that should exist between the several ser- 
vice corporations and between them and the other services of 
the government. Many cases present themselves where it is 
desirable that one service make use of the property or services 
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of another. In all such cases the relation should be precisely 
that of one private corporation to another. The service 
permitting the use of its property by, or rendering service for, 
another service should make a proper charge for the same, and 
compensation should be made either by a transfer of cost or a 
corresponding transfer on the books of the treasury. Under 
the plan proposed these relations between the several services 
can be equally, if not more effectively, handled than under ex- 
isting conditions, and the real revenue and cost of the several 
services can be more accurately determined. 

Another consideration that will have to be met is that of 
making provision for the capital outlay of services requiring 
expenditures of this character beyond the resources of their 
current revenues. In Great Britain this point is handled by 
the general treasury making what are in effect loans to the sev- 
eral services, or by the issue of bonds to the public, which loans 
are amortized by annual payments by the services, constituting 
items in their annual budgets. This would seem to be an ex- 
cellent method of meeting this point. 

In seeking as we have done to point out what appear to us 
to be advantages in the foregoing proposal, sight is not lost of 
the fact that the attempt to put this plan into execution will 
present a number of questions offering no small difficulties of 
solution. Among these the most important will be that of fix- 
ing the precise relation of the boards of directors of service 
corporations to Congress. In respect to this it should be 
established in the most definite way that no abdication of 
authority on the part of Congress is contemplated. That 
authority not only must remain unimpaired but must be cur- 
rently exercised. The problem is purely one of Congress dele- 
gating the exercise of this authority to a subordinate body 
without divesting itself of either its general responsibility or its 
power to exercise such general direction, supervision and con- 
trol over the actual conduct of the affairs of government as 
circumstances render desirable. Direction, supervision and 
control over operations may be exercised in two ways: by 
specifying in advance precisely what a subordinate agent may 
do, what organizations it shall have, and what procedure it 
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shall follow, or by giving to such agent a more general power 
of attorney, but at the same time taking full care that accurate 
record and report are made by it of precisely how this power 
is exercised. At the present time Congress relies largely on 
the first method. The present proposition carries with it the 
assumption that chief reliance will be placed upon the second. 
It is imperative, therefore, that if service corporations are set 
up, the most careful provision shall be made that the most ap- 
proved methods of accounting are employed, and that the re- 
ports to be rendered shall be of such a character as to permit 
Congress at all times to see how operations are being conducted 
by its agents. It is recognized that great difficulty will be en- 
countered in getting Congress to be willing to surrender its 
present immediate control over the operations of these services. 
It is the position of this paper that with the growing work of 
government this surrender must in fact be made in some way, 
and that as this is so, the form here suggested, through the 
establishment of service corporations, is the most effective way 
of accomplishing this surrender. 

In this connection it is important to note that the action here 
proposed is neither so novel nor so revolutionary as might at 
first sight appear. We have already pointed out that this is 
substantially what a state does when it establishes municipal 
and other local corporations, boards of education, health, 
charity, corrections etc. A still more direct illustration of the 
actual adoption of this proposal is, however, offered by the 
national government itself. This consists in the provision 
made by Congress for the government of the District of Col- 
umbia, the Philippines, Porto Rico and the territories and de- 
pendencies generally. The administration of the affairs of 
these territories is as direct an obligation on the part of Con- 
gress as that of the operation of the Panama Canal, the con- 
struction and operation of a railway system in Alaska, or the 
conduct of the postal service in this country. Its legal rela- 
tion to both these classes of undertakings is precisely the same. 
It can, if it choose, administer their affairs directly, as it can 
bring into existence subordinate bodies and delegate to them 
immediate responsibility, reserving to itself the superior direc- 
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tion, supervision and control. In the case of the dependencies, 
Congress has done precisely what it is here urged it should do 
in the case of these services of the government which have dis- 
tinct spheres of activities unconnected with the general opera- 
tions of government, which are in possession of their own 
income, and in respect to which motives of economy and effici- 
ency would seem to dictate that they be treated as separate 
entities by having conferred upon them the largest possible 
measure of legal, administrative and financial autonomy. Each 
of these has been erected into a subsidiary corporation, with its 
own property, revenues, expenditures, accounting and reporting 
system, its own board of directors, administrative staff and per- 
sonnel distinct from those of the general government. Each 
has had granted to it large authority to manage its own affairs. 
In making this large delegation of powers Congress has in no 
respect lessened its own power to act at any time when it sees 
fit to do so, or relieved itself from its general responsibility. 
At any time it can enact legislation modifying the charter or 
organic act of the subsidiary corporation. It is always free to 
pass acts regarding the conduct of affairs in such dependencies, 
even though such affairs are within the scope of powers of the 
dependencies. All acts of such subordinate corporations, 
moreover, must be reported to Congress, and the latter can at 
any time modify them or set them aside. Careful provision, 
moreover, is made that each such subordinate corporation shall 
keep an account of its financial and other operations and make 
report annually regarding them, to the end that Congress shall 
always be in a position to know how affairs are being conducted 
by its agents. 

Regarding the success of this policy there can be no question. 
A study of the problem of colonial government and of the ex- 
perience of the various nations having colonial systems, 
in respect to the policies pursued by them in the administra- 
tion of the affairs of their dependencies, shows that no greater 
mistake can be made by the central government than to attempt 
itself directly to manage the affairs of such territories or to re- 
fuse to give to them substantial antonomy in respect at least to 
their financial operations. In no small degree the success of 
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Great Britain and the United States in the management of their 
colonial possessions, in comparison with that of other nations, 
is due to the greater extent to which this policy has been pur- 
sued by them. 

It will, of course, not escape notice that in these cases we have 
an example of the use of the principle of subsidiary corporations 
for the purpose of effecting a distribution or delegation of gov- 
ernmental powers territorially, while what is proposed in this 
paper is the application of this principle to the distribution or 
delegation of powers functionally. It is this distinction which 
gives to this proposal its novel character. Notwithstanding the 
importance of this distinction, the principle involved is in both 
cases the same, and it is difficult to see why it is not of equal 
applicability to a functional service provided that service has a 
distinct sphere of activities outside the general duties of govern- 
ment, and possesses the other attributes which we have pointed 
out as ones which should be given weight in selecting the ser- 
vice for treatment in this way. 

In regard to this point it is moreover of importance to suggest 
that the government, while not adopting the policy of creating 
subsidiary corporations of a functional character as a deliberate 
policy, as it has done in the case of territorial administration, 
has, nevertheless, already made steps in this direction. One of 
the most significant features of recent action by Congress in the 
erection of services for the conduct of new lines of activities as- 
sumed by the government, is the extent to which the board or 
commission form of organization has been adopted instead of 
the bureau form, where direct powers of administration are 
vested in a single bureau chief. A study of the organic acts 
for these services — the Interstate Commerce Commission, the 
Federal Trade Commission, the Federal Reserve Board, the Fed- 
eral Farm Loan Board, the United States Employees' Compen- 
sation Commission, the Alaskan Engineering Commission, and 
the Shipping Commission — shows that large powers of sub- 
sidiary legislation in the way of board or commission orders and 
of determining administrative organization and procedure 
through board or commission rules and regulations have been 
conferred upon them. Certain of these services have been 
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given this form of organization since the character of the work 
to be performed by them partakes of a quasi-legislative or quasi- 
judicial character. This, however, is not so in all cases. 

Though the establishment of these boards and commissions 
may be regarded as a step toward the adoption of the policy of 
creating subordinate corporations of a functional character, it 
nevertheless lacks the essential character of such a policy in that 
in no case are such services erected into entities autonomous 
from the standpoint of organization, personnel, property or 
finance. They are mentioned here merely as evidence that Con- 
gress has recognized the necessity for delegating the exercise of 
a portion of its authority to subordinate bodies. Though obtain- 
ing a certain relief in this way, it has been far from obtaining 
the relief that it would get were it whole-heartedly to act upon 
the policy of establishing fully autonomous subsidiary corpora- 
tions. 

In conclusion, it may furthermore be noted that the policy 
proposed not only may, but probably should, be put into effect 
gradually. A start might be made with some one service, such 
as the Alaskan Engineering Commission or the Panama Canal. 
On the basis of the experience thus gained, the policy could be 
progressively extended to the other services of the character 
described. 
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